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Abstract

A Strategic Planning Study of the Dairy Herd Improvement System
James J. Wadsworth
Agricultural Economist

This report provides an overview and strategic planning study of the dairy herd
improvement (DHI) system, concentrating on assessing current trends and conditions
of the industry and how DHI organizations are structured within it. Information is pro-
vided for the principal DHI organizations to carry out strategic planning. Opinions from
DHI managers provide an internal assessment of where the industry is headed and in
what areas leaders need to plan to better position their organizations for the future. A
strategic planning model is developed to analyze industry trends, define available
strategies, and evaluate alternative directions DHI organizations can take as they
strive to achieve organizational and systemwide goals.
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Preface

The dairy herd improvement (DHI) system has a played a critical role in the advance of
the U.S. dairy industry. Even today, it remains an important link in the industry.
However, dairy industry changes—cow number decreases and shifts, dairy manage-
ment advances, and on-farm economics—pose significant challenges to DHI. The
nature of the dairy market, changing technology, and competitive pressures indicate
the need for strategic planning among DHI participant organizations.

This report describes the current status of the system and provides information
obtained from DHI managers on where they see the industry heading and how their
organizations will fit into that industry in the future. It develops a planning model to
assess possible strategies and directions for system participants, mainly the dairy herd
improvement associations (DHIAs).

This study is intended to promote positive debate and thought on the current structure
of the DHI system and what future system will be needed to best serve U.S. dairy pro-
ducers. The intent is to spark strategic planning in DHI organizations by providing
information sourced from statistics, from 27 DHI managers (more than two-thirds of the
managers in the system, i.e., DHIA and DRPC managers), and by developing a strate-
gic planning model to assess alternative strategies and directions.

The author thanks the dairy herd improvement association/cooperative and dairy
record processing center managers, other leaders, and Phil Dukas of National DHIA
for their valuable contributions. However, not all DHIA managers' and other DHI lead-
ers’ opinions were obtained, so this report should be viewed as an initial step toward
further dialogue and planning.
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Highlights

The DHI system consists of 33 affiliate DHIAs, seven dairy record processing centers
(DRPCs), and numerous local DHIAs and milk laboratories. National DHIA is the cen-
terpiece of the system and several government bodies are also intricately involved.
DHI is largely responsible for the significant gains made in U.S. dairy production, but
the system faces a challenging future.

The 21 DHIA managers (64 percent) contacted indicated their organizations had many
strengths and few weaknesses. Financial stability, headquarter employees, the board
of directors, member service, progressiveness and equipment were most often identi-
fied as major strengths. Member involvement was identified as a major weakness.
Most managers said that competition was not strong; members would rate their DHIA
at just above average; boards and members are progressive; and they are optimistic
for the future.

Six DRPC of the seven managers identified their major strengths as efficiency, quality
records, and innovation. Only a few weaknesses were identified such as cost efficien-
cy and equipment. DRPC managers said that members would rate their operations
high, but the managers themselves rated the DHIAs, whose records they process, only
slightly above average.

DHI leaders understand the challenges of remaining competitive in a mature, but con-
tinually changing dairy market. The market is characterized by declining but shifting
cow numbers, larger herds, and strong competition for dairy producer dollars. DHI
organizations have responded to their environment by employing leadership and niche
strategies and in a number of cases by exercising structural change strategies. DHIAs
and DRPCs have consolidated, closed, streamlined, developed new products and ser-
vices, become more competitive with their industry counterparts, and in some cases
opened new markets with new clients. For the most part, the DHIAs and DRPCs in the
system have been dynamic in their pursuit of a strong and continued market position.

The contacted managers advocated several themes on where DHI leaders need to
focus further strategy development:

+» Progressive programs and services.

Efficiency.

Flexibility for meeting the needs of individual dairy producers.

Coordination between DHIAs, DRPCs, regulations, etc.

Technological capabilities.

Marketing, training, and DHI promotion.

« Consolidation opportunities.

« Nontraditional methods for improving system.

The DHIAs operating today, taking into account recent DHI system structural changes,

follow a status quo with modifications and improvements strategic direction. Those
with the ability to defend leadership strategies in traditional and new services (i.e.,
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prominent industry position) and develop niche strategies (i.e., unique opportunities)
will likely continue with the status quo for some time. However, it will require a solid
base of member cows, operational efficiencies, and considerable human and capital
resources. Those without such attributes will find it necessary to explore and deter-
mine other directions.

Two directions likely to be considered in DHI strategic planning include consolidation
and joint ventures within or outside the DHI system. How those directions are further
defined and when they are explored will depend on the circumstances surrounding
each DHIA and its market position. Inevitably, all DHIAs need to examine their struc-
ture and direction and determine the best path for achieving goals. In the final analysis,
the future structure of the organizations in the DHI system will depend on the achieve-
ment of goals.

Eleven core and performance goals are identified for evaluating strategic direction in
DHI planning. Core goals are continued member control, provision of quality member
services and products, supervision of dairy records, retention of member loyalty, and
competitiveness and viability. Performance goals include maintaining and expanding
membership, gaining efficiencies, maintaining financial strength, developing new
opportunities, being technologically innovative, and being an industry leader. If other
goals can be defined, DHI leaders need to identify and evaluate them.

Changes in the DHI system will eventually reduce the structures. Several directions of
change are likely. These will probably be fewer DHIAs, DRPCs, and milk labs, more
streamlined regulations, more direct information flows, and more outside working rela-
tionships. Surviving DHI organizations will be able to position themselves in the market
in a way that allows them to be flexible enough to deliver the varying types of pro-
grams producers demand, efficient enough to be affordable, and resource-strong
enough to be progressive and viable.

This report voices some opinions and ideas from DHI leaders. They can provide focus
and stimulation for further discussions by DHI managers, directors, and members who
must collectively brainstorm and listen to each other and the marketplace. A continuing
dialogue requires progressive steps for planning and action. Sound strategic planning
by DHI organizations will help determine avenues for future success. Alternative
strategies and directions must be explored in light of industry conditions and with a
keen eye on crucial organizational and systemwide goals.
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advancing the U.S. dairy industry. Its provi-

sion of production and management
records, services to dairy farmers, and contribution of
information to industry organizations, universities,
and Government agencies, has been one of the vehicles
directly responsible for gains in milk production and
dairy farm herd management efficiencies.

Milk production per cow (figure 1) has markedly
increased during the latter half of this century.
Production per cow increased 259 percent from 4,600
pounds in 1940 to 16,500 pounds in 1995. Total milk
production increased from 109 billion pounds in 1940
to 156 billion pounds in 1995, up 43 percent (figure 2),
even though cow numbers decreased 60 percent dur-
ing the same period from 23.7 million to 9.5 million
(figure 3).

While these changes are partially the result of DHI
system success, they also create a dilemma for the cur-

The DHI system has played a critical role in

Figure 1— Milk Production per (;:w, 1940-95
Pounds (1,000)

18
16
14
12
10

O N b O O

1 i I 1 1 1 1 1 | ] 1 1 1 1 1

1940 44 48 52 56 60 64 68 72 76 80 84 88 92 95
Source: NASS, USDA

Figure 2— Milk Production, 1940-95
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Figure 3— U.S. Dairy Cow Numbers, 1940-95
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rent structure. On-farm economics pose significant
challenges to DHI organizations because the system’s
traditional source of revenue is based on the dairy
cow. Changes in cow numbers, where they are located,
and how they are managed all have an impact.

Complicating the situation are the multiple roles,
given recent technological gains, that DHIAs are being
pressured to accept. DHIAs must be technological
innovators, facilitators, and providers, in addition to
carrying out their traditional roles of testing, collecting
data, and providing reports. With such pressures,
many DHIAs face an increasingly arduous future.
Given the circumstances of the current environment,
DHI organizations need to look closely at how well
they are positioned in their industry today and will be
in the future. What will DHIAs need to look like to
remain active players in the industry; what strategies
and direction would be best to pursue?

DHI organizations need strategic planning to focus
on the future. It must be continuous and holistic.
Every DHI organization needs to regularly examine
and define its mission, goals, strategies, and direction.
Each must envision how it will continue to fit into the
dairy services sector and what it needs to do in strate-

gy and structural terms to do that.

This report provides an overview! and strategic
planning account of the DHI system, concentrating on
the structure and operations of the organizations that
carry out the specific functions. These include collect-
ing dairy records, processing them, and providing ser-
vices to farmers, specifically DHIAs and Dairy Record
Processing Centers (DRPCs). The focus is on their sta-
tus and future. DHI managers were asked about their
organizations and where the industry is headed. Those
who responded provided significant information.

DHI system leaders have been discussing changes,
voicing needs for the future, modifying and adapting
their organizations, and providing ideas on what DHI
needs to be over time. This report consolidates DHI
manager thoughts and offers an outside perspective on
the status and strategic direction of the major players
in the system. More than two-thirds of the DHIA affili-
ate and DRPC managers in the system were contacted,

! For an extensive history and more detailed description of the DHI
system, please see “Dairy Herd Improvement Letter,” ARS, USDA,
Vol. 49, No. 4, July-August-September, 1973.

Figure —— Flow of NCDHIP Information
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providing a significant body of thought. With their
input, this report provides an initial step toward fur-
ther dialogue and planning.

General Background and Status
of DHI System

The DHI system is composed of a rather complex
combination of organizations working together to
serve dairy producers and other aspects of the dairy
industry with dairy herd records and management
information systems. This system combines organiza-
tions that work in conjunction and in competition with
one another to carry out the National Cooperative
Dairy Herd Improvement Program (NCDHIP). The
system is decentralized, reflecting the highly informa-
tion-intensive nature of the genetic improvement dairy
record system. Much of the data collected by DHI
flows among a number of institutional entities (figure
4), including DHI organizations, artificial insemination
(AI) businesses, pedigree associations, USDA, univer-
sities, extension personnel, and, of course, dairy pro-

ducers. The complexity involved with testing, collect-
ing, analyzing, and sharing of data is managed by
dividing the system into separate functions and dele-
gating these to different organizational entities, one of
which is the NCDHIP.

Figure 5 provides a truncated organizational chart
of the DHI system. The left side shows the linkage
from dairy producers as DHIA members to other sys-
tem participants, such as National DHIA, the DRPCs,
USDA, and Extension.

The foundation of the NCDHIP is the collection of
dairy cow records from farms. Records are collected by
weighing each cow’s milk on a monthly basis. A milk
sample is taken to determine milk fat, protein, somatic
cell count, and other attributes. DRPCs process collect-
ed data and return the results (i.e., records) to herd
owners. These records are the sole property of the herd
owner and are used to provide a comprehensive herd
recordkeeping system and assist in dairy herd man-
agement decisions (e.g., feeding and breeding). While
private property, dairy cow records are also used for
research and industry-related purposes such as USDA

Figure 5— Snapshot of the DHI System
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sire summaries with the requirement that individual
herd-owners’” data be kept confidential.

The centerpiece of the DHI system is National
DHIA, a federation of affiliate DHIAs started in 1965.
It provides farmers with a national vehicle for setting
policy and developing and enforcing rules associated
with the NCDHIP. Its mission statement says it “is a
liaison between DHIAs and supporting institutions for
delivering dairy management information systems to
the industry which aids dairymen’s profitability.”
National DHIA, headquartered in Columbus, Ohio, is
governed by a 12-member board of directors elected
from dairy producers from four U.S. regions
(Northeastern, North Central, Western, and Southern).

Affiliated DHI associations are organized at State
and regional levels. These membership organizations
conduct the business of the NCDHIP and collect cow
milk samples. The resulting records are analyzed,
processed, and returned to their members. DHIAs also
provide a range of services such as distribution of farm
management systems (e.g., computer software pro-
grams).

Seven DRPCs process records. Some are owned
and operated by DHIAs and merely are an operational
function of the organization. Others are stand-alone.
These processing centers analyze the numbers associ-
ated with the dairy record data collected.

A National Memorandum of Understanding
(MOU)? provides the framework for carrying out the

2 General information on National DHIA, sponsoring groups, and
the MOU was obtained from NCDHIP Handbook, B and C series
Fact Sheets.

functions of NCDHIP. The MOU among NCDHIP

sponsoring groups outlines the responsibilities of each

party and the general manner in which the program
will be conducted.

Sponsoring groups include National DHIA,
Agricultural Research Service (ARS), and the
Cooperative Extension System (CES). Their functions
are:

* National DHIA—enforces the rules, policies, and
quality certification standards of the NCDHIP.

* ES—provides national coordination and leadership
of Extension education programs in record collec-
tion, evaluation, and use.

* ARS—conducts the national genetic evaluation
research program using NCDHIP data.

¢ CES and the state DHIA—guide how the NCDHIP
is conducted and have responsibility for record cer-
tification within that State via the MOU.

Authority for NCDHIP rules, policies, and quality
certification standards is vested in the NCDHIP Policy
Board. Representatives on the 12-member policy board
come from National DHIA, CES, ARS, the National
Association of Animal Breeders (NAAB), and the
Purebred Cattle Association.

Participation in NCDHIP Testing Plans

More than 30 DHI testing plans are presently rec-
ognized by NCDHIP. Improvements have been devel-
oped in line with the demand for plan flexibility by
dairy producers. Plans are designated as official and
nonofficial. Official testing plans comply with Official
Rules and the combined rules for Official Dairy Herd
Improvement Registry (DHIR) as established by the

Table 1—Cow and herd participation in NCDHIP plans.

1989 1990 1991 1992 1993 1994
Cows 4,576,521 4,722,222 4,826,961 4,695,775 4,783,026 4,693,457
Percent of total cows 45 a7 48 48 49 49
Herds 56,798 56,837 56,711 53,945 52,724 50,649
Average herd size 81 83 85 87 9 93
Total cows in U.S. 10,126,000 10,127,000 9,992,000 9,839,000 9,705,000 9,532,000
Plan Changes 1989-90 1990-1991 1991-92 1992-93 1993-94 1989-1994

Cows (percent) 3.18 2.22 2.72 1.86 -1.87 2.56

Herds (percent) 0.07 -0.22 -4.88 -2.26 -3.94 -10.83

Source: NCDHIP Handbook.



